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Message to Shareholders 


March 26,1975 


Our major disappointment, yours 
and mine, has been the fiscal 
performance of our Company in 
1974. The Company sustained an 
operating loss before “other 
charges” from operations of 
$1,075,000 on sales, also from 
continuing operations, of 
$446,135,000. After “other 
charges” of $9,563,000 for 
estimated future costs of closed 
stores and the write-off of assets 
primarily related to closed stores, 
less an income tax credit of 
$1,100,000, the loss from 
continuing operations for 1974 
was $9,538,000 or $2.06 per 
share. This compares with a profit 
of $6,047,000 or $1.28 per share 
on continuing sales of 
$424,569,000 in 1973. 

The loss related to discontinued 
operations in 1974 was 
$12,526,000 or $2.69 per share. 

In 1973, discontinued operations 
accounted for a profit of $908,000 
or $.19 per share. 

As previously reported, the proxy 
contest in the spring resulted in a 
reorganization of the Board of 
Directors, and Mr. Bernard 
Shulman was named to head your 
Company. In October, Mr. 



Shulman resigned and the Board 
named me to be President and 
Chief Executive Officer. 

When I assumed leadership of the 
management team on October 18, 
it was clear that in the recent 
period of high interest rates and 
declining consumer spending, a 
concentrated effort was in order to 
reduce the debt structure and 
improve the liquidity of the 
Company. We were also 
convinced that effectiveness in 
those efforts would lead us to 
enhance our strong businesses 
and weed out the unprofitable and 
marginal activities that were cash 
drains and which had diluted our 
management efforts in the past. 
While this has been difficult due to 
unfavorable economic conditions 
in the industry and in the money 
market, the Company has still 
been able to substantially reduce 
its inventory and accounts payable 
levels. In addition, the Company 
repaid on schedule its 
$26,000,000 short-term bank lines 
in December, 1974 and replaced 
the lines with a $16,000,000 loan 
announced early in 1975. 

As of the date of this report, the 
Company has asked its banks to 
review the terms of its 
$16,000,000 short-term loan to 
respond to concerns expressed by 


some of the Company’s major 
trade creditors about certain 
conditions of that loan. 

Their concerns have caused these 
creditors, particularly in the 
apparel trade, to reduce credit 
lines to Cook, which has been 
reflected in our auditors’ opinion 
that the 1974 financial statements 
fairly reflect the financial position 
of the Company and its results of 
operations, subject to restoration 
of normal trade credit lines. 

We have moved quickly to resolve 
the problem of trade credit by 
entering into negotiations with our 
banks and representatives of key 
suppliers and commercial trade 
factors. At this time, we have 
reasonable expectations that 
normal trade credit lines adequate 
for our needs will become 
available. 

In 1974 and in the early part of 
1975, your management has been 
successful in significantly 
improving upon the Company’s 
cash and liquidity positions. 
Orderly divestments last year and 
continuing into 1975 have yielded 
cash and have stopped substantial 
cash drains in unprofitable 
businesses. Rigorous reductions in 
inventory and payables have 
continued and conclusion of 
borrowings under the short-term 
bank loan have all improved our 
cash position. 

In responding to the challenges 
posed by the credit crunch in our 
economy, we have found that 
efforts to improve upon our 
working capital availability have led 
us to a logical pruning and 
tightening of our operations. 
Highlights of these actions include: 
DIVESTITURES . We have been 
successful in divesting ourselves of 
certain food businesses, as well as 
a number of other marginal 
activities which do not mesh with 
our merchandising goals. 













In foods, we have sold, primarily 
for cash, our 19 remaining 
supermarkets; United Poultry, 

Inc.; Cottage Creamery Company; 
Youngstown Creamery Co.; and 
Ben Kozloff, Inc. 

We have also divested ourselves of 
Sof-Glo Candle Company. 

STORE CLOSINGS. We have 
closed — or decided to close — 20 
retail outlets which were in poor 
competitive positions. 

Some of these closings are 
completed and some are in 
process. Still others are scheduled 
to close in 1975, but the reserves 
required for their liquidation have 
already been provided in 1974. 
Most of these stores were single 
units in communities where we 
would have needed three to seven 
additional stores in order to realize 
the efficiencies of umbrella 
advertising, supervision, and stock 
delivery. 

The massive captial investment 
required to add new units where 
we had poor penetration and to 
underwrite the cash drains while 
such stores mature is simply not 
practical. For the next several 
years, we believe our available 
capital should be used to protect 
our market position where we 
have already established both an 
excellent reputation and a strong 
presence. 

We have been successful in 
divesting ourselves of the 
occupancy costs of some of our 
closed stores by sub leasing or by 
termination-of-lease arrangements 
with landlords. 

SYSTEMS AND CONTROLS. In 
support of our new marketing 
thrusts, we are initiating significant 
new internal controls and 
procedures at a corporate level 
designed specifically to improve 
our operations. 

To administer these programs, we 
have recently acquired the services 
of a new controller and a director 


of systems and management 
information, the latter filling a new 
position. 

Both men have long and in-depth 
experience in retail operations, 
and are contributing substantially 
to our management objectives. 
EXPANSION In 1974, we 
confined our expansion to a 
modest program of investment in 
areas of proven profit 
performance. 

We opened four new discount 
department stores; two in 
Baltimore, one in Louisville, and 
one in Columbus, Ohio. In April, 
1975, we will open a new store in 
Clarksville, Indiana, within the 
Greater Louisville trading area. 

We also expanded our established 
Uncle Bill’s store in Mayfield 
Heights, Ohio. Doubled in size last 
summer, the larger outlet has been 
performing beyond projections 
since its "grand opening." 

In 1974, we opened six new J. P. 
Snodgrass youth boutiques and 
two Record Theatres, all with 
promising potential. 

COOK UNITED TOMORROW. In 
all of the above actions, we have 
been guided by our intention to 
focus the business on hardgoods 
wholesaling and retail 
merchandising, in activities and 
markets where we have achieved 
expertise and enough of a 
presence that our market 
penetration potential is attractive 
for future growth. 

We have grouped our various 
companies into two functional 
classifications; the retail 
merchandising group and the 
wholesale distribution group. As 
a result, our retailing and 
wholesaling strengths have 
become two sides of a single coin. 
This leaner, tighter organization 
will improve our financial position 
and will give us the resources for 
penetrating tomorrow’s markets. 


The degree of this penetration will, 
of course, be predicated on the 
health and vigor of tomorrow’s 
economy. But, even in a sluggish 
economic climate, we have some 
distinctive advantages over 
conventional department-store 
retailers. 

Historically, we have offered 
primary basic merchandise of 
optimum quality at minimum 
price. We are convinced this 
fundamental approach has strong 
appeal to consumers in our 
markets. 

We realize that our direct 
competitors in discount retailing 
will have the same opportunities 
for attracting shoppers, and we are 
constantly refining our 
merchandising and promotion 
programs to maintain our position 
of leadership. 

As we face the future, one of our 
most valuable assets is our people. 

Our divisional supervision 
comprises thoroughly experienced 
executives who are experts in mass 
merchandising and dedicated to 
achievement of our objectives. I 
commend them for their talents, 
their diligence, and their loyalty. 

In a few months, our executive 
team has demonstrated 
exceptionally high caliber and 
integrity. Collectively and 
individually, these men have not 
evaded a single difficult decision, 
and have applied the best 
principles of business 
management to the solutions of 
our problems. 

In my short tenture as President, I 
am deeply appreciative of the 
unqualified support of 
management, employees, and 
friends of Cook United, and I look 
forward with them to a rewarding 
year — and years ahead. 

Sincerely, 

Martin M. Lewis 

President and Chief Executive Officer 













The Retail Merchandising Group 


In sales the largest of our two 
marketing structures, the 
merchandising group is a diversified 
retail establishment comprising 148 
consumer outlets in 16 states. 

Most of the outlets are discount 
department stores, collectively doing 
business under five company names: 

• Uncle Bill’s operates 12 outlets in 
metropolitan Cleveland, and in 
Mansfield, Ohio. 

• Ontario has 20 stores in Springfield, 
Sandusky, Lorain, Troy, Columbus, 
Dayton, Cincinnati, and Toledo, 
Ohio; and Newport, Kentucky. 

• Consolidated Sales Company 
(CSC) operates 9 discount 
department stores in Kentucky, 
Missouri, and Indiana; 19 gasoline 
service stations at store locations in 
Ohio, Kentucky, Missouri, and North 
Carolina; and 5 automatic car 
washes in Ohio and Kentucky. 

• Cook’s is a 42-store network in North 
Carolina, Florida, Maryland, Illinois, 
Iowa, Georgia, Texas, West Virginia, 
New York, Ohio, Kentucky, Indiana, 
Oklahoma, South Carolina, New 
Mexico, Kansas and Missouri. 

• Clark’s has 14 stores in New York, 
Pennsylvania, Ohio, Oklahoma, 
North Carolina, Indiana, Georgia, 
South Carolina, New Mexico and 
Tennessee. 


Other retail operations which 
function within the specialized 
merchandising group are: 

•J.P. Snodgrass stores , a chain of 
youth boutiques which has grown to 
18 outlets in 4 years, and boasts one 
of the best retum-on-investment 
ratios in Cook United. “Tops and 
bottoms” fashion leaders, Snodgrass 
stores sell name-brand shirts and 
slacks, accessories, and phonograph 
records to young people in Greater 
Cleveland, Akron, Canton, and 
Columbus, Ohio; Niagara Falls, New 
York; and Lexington, Kentucky. 

• Record Theatre , a two-year-old 
joint-venture chain of 5 stores which 
feature a full line of tapes and 
phonograph records. The 4 
Cleveland outlets and 1 in Akron 
cater to the musical tastes of all ages, 
and have demonstrated a capability 
for generating in excess of a half¬ 
million dollars in annual sales per 
store. 

• Sound Chambers are 3 specialty 
audio shops carrying a wide range 
of recording equipment high-fidelity 
sound systems, and componentry. 

• Jay Drug, a 14-store chain which 
retails pharmaceuticals, health and 
beauty aids, confections, 
tobaccos, and greeting cards. Eight 
Jay Drug outlets are in metropolitan 
Cleveland. 

• Stratford Jewelers and Distributors, 
Cleveland, is a catalog showroom 
offering a variety of consumer 
merchandise at discount. 


MARKETING PHILOSOPHIES. 

Our primary objective is to become 
(or maintain our status as) the 
dominant retailer in our present and 
future geographical locations. 

We are confident that we can take 
best advantage of our growth 
opportunities by insuring that our 
existing stores are of sufficient quality 
and reputation to merit greater 
patronage, and by increasing our 
share of the market in communities 
where we already have a solid 
foothold. 

Our programmed closing of 
unprofitable discount stores has 
tightened our retailing operations 
both fiscally and geographically. 
Liquidated operations have been in 
fringe-area locations, and the 
remaining stores are closer to the 
centralized services and supervision 
available from Cleveland 
headquarters. 

We have recently appointed Mr. Ed 
Karp as the new president of our 
Cleveland-headquartered discount 
department stores: Clark’s, Cook’s, 
Ontario, and Uncle Bill’s. 

Mr. Karp brings to Cook United 16 
years of broad merchandising and 
management experience in 
department- and discount-store 
retailing. 

In support of our overall marketing 
concepts, our merchandising 
philosophies are oriented to the 
particular markets we serve in each 
type of retailing enterprise. 
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Discount Department Stores. Our 
discount department stores are 
oldline names with regional 
reputations for integrity. In this 
operation, we are committed to 
offering optimum value; i.e., 
maximum quality at minimum cost. 
Our discount department-store 
image has been built upon hardlines, 
particularly tools, hardware, and 
general merchandise for the do-it- 
yourself homeowner and mechanic. 
We already offer the broadest 
selection of hardgoods in our 
industry, and we will continue to 
strengthen this competitive 
advantage in the future. 


We build department store traffic by 
advertising low-priced brand-name 
merchandise in daily newspapers 
and Sunday supplements. Our 
motto of quality named brand 
merchandise at lowest possible 
prices is the very foundation of our 
business, and we won the Brand 
Name Retailer of the Year Award in 
1973. 

For visual appeal, we use colorful 
graphic displays for seasonal and 
special promotions, and we have a 
continuous program of store 
refixturing where needed to improve 
merchandise presentation. 

Although self service is a hallmark 
of discount retailing, we have, in 
recent years, put more emphasis on 
shopper service to assist customers 
in merchandise selection and use. 
We believe this will encourage novice 
do-it-yourselfers to shop Cook 
United outlets for tools and home 
improvements. 


J. P. Snodgrass. Our merchandising 
philosophy at J. P. Snodgrass is 
directed to brand-name promotion 
to 15- to 25-year old shoppers. 
Stores are staffed with young people 
(oldest manager: age 27) and 
decorated in the contemporary 
mode. Informal surveys indicate that 
the Snodgrass operation probably 
enjoys a greater percentage of the 
Cleveland youth market than does 
any competing chain. 

Jay Drug. “Formula merchandising” 
is the key to discounting in our Jay 
Drug stores. By limiting our sales to 
prescriptions, health and beauty 
aids, candy/tobacco, and greeting 
cards, we standardize our store 
layouts and merchandise display. 
Store orders are filled and priced at 
our drug warehouse and shipped for 
immediate shelving. This virtually 
eliminates back-room inventories in 
stores, and permits us to sell at lower 
prices than competitors. 
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The Retail Merchandising Group (continued) 


THE MARKET POTENTIAL 

Although Cook United has retail 
outlets in 16 states, the greatest 
concentrations of stores are in 5 
metropolitan marketing areas: 
Baltimore, Maryland; Cleveland, 
Cincinnati, and Columbus, Ohio; 
and Louisville, Kentucky. 

Of these areas, three are ranked in 
population among the top 22 
Standard Metropolitan Statistical 
Areas (SMSA) in the United States. 

• The Baltimore SMSA , thirteenth 
largest nationally, is fourth on the 
East Coast and 12th in the nation in 
industrial employment. The 1970 
census showed a total population of 
2.1 million with 96.7% of the labor 
force employed. By 1980, the 
population is expected to reach 2.7 
million with 96.5% of the labor force 
employed. 

Gross product of the area in 1960 
was $4.96 billion. It jumped $9.35 
billion in 1970, and is expected to 
total $15.75 billion by 1980. 

This would generate, by 1980, a 
buying income per household of 
$15,000 annually, with 61% of the 
area’s families having a spendable 
income of $10,000 or more. 



• The Cleveland SMSA , ranked 14th 
nationally with an estimated 1974 
population of 2.1 million, is in the 
heart of the emerging Great Lakes 
Megalopolis, one of three dynamically 
expanding urban regions in the 
United States. 

Metropolitan Cleveland records 
approximately $4 billion in retail 
sales annually, placing it among the 
leading retail centers in America. 
The average family spends about 
$6,000 per year on retail merchandise 
out of a median family income of 
$11,407. 

Greater Cleveland’s population, 
expected to increase to 2.3 million 
by 1990, is young and eager for the 
good life. In 1970,52.3% were 
under 30 years of age, and the 
median age was 28.2 years. 
According to projections, the median 
age should reach only 28.8 by 1980 
and 31.0 by 1990. 

• The Cincinnati SMSA ranked 22nd, 
had a 1970 census count of 1.38 
million, and projections indicate an 
increase to 1.55 million by 1980 and 
to 1.7 million by 1990. The average 
annual growth rate is 0.94%. 

In 1974, the area’s 461,000 
households had an effective buying 
income of $6.09 billion, averaging 
$4,352 per capita and $9,975 per 
household. Households with effective 
buying incomes in excess of $15,000 
account for 24.7% of the total. 

In 1974, retail sales totaled $3.6 
billion, with $683 million spent for 
general merchandise and $543 
million spent in department stores. 


• The Columbus SMSA ranked 33rd, 
represents 1.1 million people in 5 
counties. In area, it is the largest in 
Ohio. It is also the fastest growing 
area in Ohio and the second fastest 
in the Midwest. 

The labor force shows balanced 
diversification with 21.5% employed 
in manufacturing, 21% in government, 
21.5% in wholesale/retail trade, 
18.2% in service, and 17.5% in all 
other categories. 

The population is expected to 
increase to 1.2 million by 1980 and 
to 1.4 million by 1990. The mean 
income per family is $11,864. 

• The Louisville SMSA is a five-county 
area with a population of 918,000. 
Of these, 369,700 are employed. 
Commercially, however, Louisville’s 
wholesale and retail industries serve 
31 counties in North Central 
Kentucky and Southern Indiana 
with a combined population of 1.43 
million. These consumers have an 
estimated annual income of $5.67 
billion, nearly three-fourths of which 
finds its way into retail stores in the 
area. 

Retail sales in Jefferson County 
(Louisville) alone exceed $2 billion 
each year. 

We are determined to sustain our 
image of leadership in discount 
merchandising in these prime 
marketing areas, and in whatever 
other geographical regions we may 
elect to establish ourselves. 
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THE FUTURE. Management at 
Cook United has every confidence 
in the future of discount retailing. 
Discounters have made remarkable 
inroads, capturing a 20% share of 
the general merchandise market, 
compared with only a 14% share 
retained by old-line, full-service 
department stores. 

In 1973, the nation’s 6500 discount 
outlets sold $436 billion worth of 
goods to 38 million American families. 
The total of U.S. households has 
increased 29% since 1960, and 
should reach 77 million by 1980 — 
each one a prospect for the items 
we merchandise so well. 

On these demographics we stake 
our future success. 


Management in Motion 

As part of our positive-action 
program to improve profitability in 
our retail outlets, we are: 

• Strengthening the roles of district 
and store managers. By delegating 
more responsibility to these people, 
we expect to: 1) attract additional 
competent people; 2) make stores 
more responsive to local consumer 
preferences; and 3) tailor stores to 
competitive differences. 

• Implementing open-to-buy controls 
to minimize stock imbalances and 
counter-productive activity. This is 
coupled with a continuing review of 
merchandise lines with respect to 
gross margin versus inventory dollars 
per allocated square foot 

• Planning modification of store 
layouts and fixturing to reduce 
inventories without diluting the 
impact of in-stock display. A tighter 
inventory plus an accelerated 
turnover will lower our overhead 
and increase our margins. 

• Expanding our supervisory training 
in depth and scope to assure capable 
candidates and incumbents in 
positions of management 
responsibility. 
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The Wholesale Distribution Group 


! 


Collectively, the distributing 
companies within the Cook 
organization have accumulated 
many, many years of fundamental 
experience in hard-goods 
distribution, and enjoy an 
outstanding reputation within the 
field. 

The men who head the companies 
are well respected in the trade for 
their expertise and integrity, and 
they have advanced to their excutive 
positions after long association with 
the organizations they now manage. 
As an integrated group, the 
companies offer superb support to 
the retailers they serve so 
dependably. 

The major individual enterprises 
which function within the wholesale 
distribution group are: 

• Stem Distributing Company, the 
largest wholesaler in our group and 
a leading national distributor of 
tools, hardware, sporting goods, 
plumbing and electrical fittings, 
paint sundries, automotive 
accessories, and lawn and garden 
supplies. 


• Myron Nickman, Inc., a well-known 
national distributor of housewares 
and small appliances with a full- 
range inventory of brands and 
models. 

• National Merchandising Service 
Company, a rack-merchandising 
operation which services displays in 
supermarkets, drug stores, and 
discount stores. Products included 
specialties, housewares, hobbies, 
and tools. 

• Boston Distributors and Jay Drug, 
wholesale distributors of drugs, 
health and beauty aids, and sundries. 

• Future Pak, a packager of plumbing 
and hardware fittings. 

• Leon Supply Company, a wholesale 
distributor of plumbing and 
electrical items. 

Beyond these distributor 
organizations are three wholesalers 
who specialize in institutional foods: 
State Fish Company, Euclid Fish 
Company, and John Liber & 
Company. 


MERCHANDISING 
PHILOSOPHY Each of the 
wholesale distributors in the Cook 
organization has achieved its status 
by adapting its merchandising 
philosophy to the customs and 
practices of the market it serves. 

Our objective is to become the 
dominant force in the wholesale 
distribution areas in which we choose 
to compete. 

In general, we have positioned 
ourselves solidly in this specialized 
field. We have done so by 1) stocking 
full lines of all major name brands; 
2) delivering promptly at prices 
equal to, or lower than, those quoted 
by our competitors; and 3) offering 
supporting services not ordinarily 
available from other wholesale 
distributors. 

The merchandising techniques of 
both Stem Distributing Company 
and Myron Nickman, Inc., reflect 
our corporate policy toward 
wholesale distribution, and are 
typical examples of our overall 
merchandising wholesaling 
philosophy. 

Both national marketers, the Stem 
and Nickman organizations have 
established themselves as the 
Midwest’s top hardline distributors. 
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Some of the nation’s most 
prestigious retailers have 
been long-time customers. 
Salesmen are assigned accounts, 
not territories, and develop close 
working relationships with retailers 
over the years. As experts in hard- 
goods merchandising, they 
recommend selections, set up 
floor displays, suggest retail prices, 
and help with promotions. 
Salesmen call on accounts as often 
as weekly and at least once every 
three weeks. Customers order 
weekly or biweekly in smaller-than- 
factory lots for rapid turnover with 
minimum backroom inventory. 
Merchandise is delivered promptly 
to the customer’s sales floor. Goods 
are shipped from constant multi- 
million-dollar inventories in the 
companies’ warehouses. 

The Stem and Nickman 
organizations arrange co-operative 
advertising between factory and 
retailer, process defective 
merchandise for customers, 
promote factory specials, and 
physically set up hardgoods 
departments in customers’ new 
stores. 

By means of their computer 
facilities, the companies send each 
customer a usage report itemizing 
the number of pieces delivered in a 
calendar quarter, the price per item, 
the retail price and calculated gross 
profit. 


From this periodic report, each 
customer can determine his fast- 
turnover, high-profit items, and can 
use this information to balance his 
inventory to his best economic 
advantage. 

Leon Supply Company, a leading 
regional distributor of plumbing 
fittings and electrical supplies, 
merchandises by similar techniques. 
Leon uses a unique order form 
which permits a customer to 
calculate quickly his turnover rates 
and profit margins from company- 
supplied statistics. 

The same merchandising 
philosophy is apparent in health and 
beauty aids wholesaled by Boston 
Distributors to drug stores and drug 
chains and other types of retailers 
from Wisconsin to New England. 
Innovative distributor services have 
more than doubled the company’s 
gross sales in a three-year period. 
Because turnaround times and 
deliveries are critical, Boston 
salesmen call weekly on individual 
stores to write orders. Merchandise 
is rapidly delivered to these 
individual stores. It is prepriced on a 
predetermined markup designed 
for the customer’s marketing area. 
Boston sales representatives assist 
customers with inventory selection, 


space allocation, promotional 
display, and advertising. On request, 
a salesman will engineer a product 
mix designed to generate a specific 
gross profit for the particular retail 
outlet. 

National Merchandising Service is 
equally responsive to customer 
preferences. Separate departments 
specialize in rack service to super¬ 
markets, drug stores, and discount 
department stores. 

Each department orients its 
inventory to its particular market, 
offering complete lines of hair-care 
products, sewing notions, toys, 
hobby and craft kits, shoe-care 
products, and pet supplies. 

For some customers, national 
representatives write orders and 
literally fill racks with merchandise. 
For others, the company delivers 
cartoned goods to customers’ 
storage areas. Wholesale prices 
vary according to services rendered. 
We believe that our sensitivity to the 
demands and the objectives of our 
markets has given Cook United 
a distinct competitive advantage in 
wholesale distribution. 

Our reputation for total and expert 
service is a foundation upon which 
we can structure a solid growth. 





















The Wholesale Distribution Group (continued) 


TOTAL CAPABILITY. 

Each of our wholesale distributors 
is staffed and equipped to provide 
total service to today’s progressive 
retailer. 

Each of our distributor companies 
avails itself of electronic data 
processing services and such 
state-of-the-art programs as 
preprinted order forms, statistical 
data, and marketing information for 
itself and its customers. Each has 
modern facilities mechanized to a 
degree demanded for maximum 
customer service. 

Our expertise in hardgoods 
distribution is giving vital support to 
our own retailing operations, and 
to our out-of-house customers who 
seek trend merchandise at optimum 
value. 

Our demonstrated capability for 
stocking and staying in stock on 
basic, fast-moving goods is 
improving our dominance in hard- 
lines, and is a key factor in increasing 
our sales volume and inventory 
turnover in our retail stores, as well. 


TOMMORROW’S MARKET. 

In spite of a recessive economy, the 
nation’s retailers moved $26 billion 
worth of hardgoods in 1974, slightly 
more than the 1973 volume and 
ahead of the rate of inflation. 

Hardware Age magazine expects 
1975 to be a “very, very good year” 
for the hardline basics: tools, 

home-maintenance supplies, paints, i 

and do-it-yourself materials. The 

magazine sees an upturn in 

consumer purchasing by midyear, at 

latest. 

Retailers are currently trimming 
inventories because of sagging sales. 

But if the rate of economic recovery is 
reasonably rapid, many hardgoods 
will be in short supply, boosting the 
demand significantly at the 
distributor level. 

The current and projected growth 
in population and new family units, 
coupled with the trend in do-it- 
yourself craftsmanship, generates a 
market potential which is most 
attractive to our wholesale 
distribution group. 
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Summary of Operations. 


Fiscal Year Ended 


December 28 
1974 


December 29 
1973 


December 30 
1972 


January 1 
1972 


January 2 
1971 


Continuing operations 
Sales. 


.$446,135 


Thousands of Dollars 


Cost of sales.327,979 

Interest expense.7,341 

Other charges.9,563 

Income tax expense (credit).(1,100) 

Income (loss) from continuing operations.(9,538) 

Income (loss) from discontinued operations, 

net of income taxes.(12,526) 

Net income (loss).(22,064) 

Net income (loss) applicable to common shares.(22,133) 

Net income (loss) per Common Share 

Continuing operations.(2.06) 

Discontinued operations.(2.69) 

Primary.(4.75) 

Fully-diluted.(4.75) 


$424,569 

$372,385 

$341,323 

$304,648 

308,210 

269,650 

248,561 

225,982 

4,023 

3,223 

3,469 

3,487 

4,388 

3,734 

5,454 

3,353 

6,047 

6,033 

6,030 

3,927 

908 

571 

2,028 

3,732 

6,955 

6,604 

8,058 

7,659 

6,885 

6,535 

8,001 

7,609 

1.28 

1.23 

1.34 

.92 

.19 

.12 

.46 

.88 

1.47 

1.35 

1.80 

1.80 

1.43 

1.33 

1.71 

1.69 


Management’s Discussion and Analysis of the Summary of Operations. 


1974 VERSUS 1973 

A loss from continuing operations in an amount of $9.5 
million was sustained in 1974, compared to a profit of 
$6.0 million in 1973. The largest part of the difference of 
$15.5 million resulted from non-operating charges re¬ 
lating to the write-down of certain assets associated with 
idle facilities in an amount of $3.9 million and the estab¬ 
lishment of reserves for estimated future occupancy costs 
of facilities closed or to be closed in an amount of $5.7 
million. Cost of merchandise sold increased in 1974 by 
$19.7 million or nearly 1% of sales. The increase as a per 
cent of sales reflected extremely competitive conditions 
and abnormal markdowns associated with the closing of 
stores and managements successful efforts to reduce 
inventory. Other costs increased disproportionately to 
sales principally due to greatly increased labor and re¬ 
lated costs arising largely from collective bargaining 
agreements, increased utility expenses, and other oper¬ 
ating costs. 

Interest costs increased $3.3 million as a result of in¬ 
creased borrowing levels and higher interest rates. 

The effective income tax rate, a credit, of 10.3% in 1974 
compares with a provision 42.1% in 1973. The rate 
difference results from non-recognition in 1974 of tax 
benefits of losses sustained. Tax benefits will be realized 
in future years to the extent income is earned. This 
difference is described more fully in Note 5 in Notes to 
Consolidated Financial Statements. 

Businesses discontinued in 1974 (see Note 2 in Notes to 
Consolidated Financial Statements) incurred operating 
losses in 1974 in an amount of $4.1 million; discon¬ 
tinued operations in 1973 realized a profit of $0.9 million. 


Discount supermarkets and Sof-Glo Candle Co. accounted 
for substantially all of this difference in operating results 
of the discontinued operations. In addition, the Company 
has provided reserves of $8.4 million for estimated losses 
on the future sale or disposition of the discontinued 
companies. The loss from discontinued operations of 
$12.5 million added to the loss from continuing opera¬ 
tions of $9.5 million produced a net loss of $22 million. 

1973 VERSUS 1972 

Sales increased in 1973 over 1972 in an amount of 
$52.2 million or 14%. One company was purchased at 
the end of 1972 and four companies were purchased in 
1973. The combined sales in 1973 of these five compa¬ 
nies were $48.5 million. Increased sales of $6.2 million 
in 1973 resulted from the development of new en¬ 
terprises, namely a wholesale drug business, a catalog 
store and audio equipment stores. In addition, sales in¬ 
creases were achieved in discount department stores and 
hard-goods distributing businesses as a result of 
increased customer demand and price increases. Cost of 
goods sold in 1973 increased $38.6 million, or 0.2% of 
sales, principally reflecting the increase in sales. 

Interest costs increased $0.8 million or 24% principally 
as a result of increased interest rates. 

The effective income tax rate in 1973 of 42.1% compares 
to 38.2% in 1972 as a result of differing tax credits for 
losses of subsidiaries and differing investment tax credit 
benefits and for a refund in 1972 resulting from internal 
revenue service examinations. 
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Restated Quarterly Data for 1974 

The operating results for each of the quarters of 1974 have been restated to reflect 
the discontinuance of businesses in the fourth quarter and to reflect actual markdowns 
in discount department stores, whereas the Company had previously used a revenue 
curve basis throughout the year. 



Twelve 
Week's 
Ended 
March 23 
1974 

Sixteen 
Weeks 
Ended 
July 13 
1974 

Twelve 
Weeks 
Ended 
October 5 
1974 

Twelve 

Week's 

Ended 

December 28 
1974 

Continuing Operations 
Net sales. 

76.923 

Thousands of Dollars 

138,139 106,686 

124,387 

Income (loss) 
before taxes . . . 

(4,706) 

366 

656 

(6,954) 

Income (loss) 
from continuing 
operations .... 

(4.220) 

329 

588 

( 6235 ) 

Loss from 
discountinued 
operations. 

(226) 

(739) 

(937) 

(10,624) 

Net loss. 

(4,446) 

(410) 

(349) 

(16,859) 

Per common share 
Income (loss) 
from continuing 
operations .... 

(.91) 

.07 

.12 

(1.34) 

Loss from 
discontinued 
operations .... 

(.05) 

(.16) 

( 20 ) 

(2.28) 

Net loss. 

(.96) 

(.09) 

(.08) 

(3.62) 

Fully-diluted loss . 

(.96) 

(.09) 

(.07) 

(3.63) 

Average shares 

outstanding. 4,664,073 

4,664,073 

4,658,314 

4,658,314 


Sales and Income before Interest and Taxes by Class 

Cook United, Inc. is engaged in the distribution of merchandise through company 
operated discount department stores, drug stores, specialty retailing outlets and 
wholesale distribution companies. The Company was established in 1921 and was 
incorporated under the laws of the State of Ohio in 1925. 

The amounts of contribution from continuing operations to sales and to operating 
income before taxes and interest expense for the years 1974-1970are shown below: 

1974 1973 1972 1971 1970 

^ a | es (in thousands of dollars) 

Retail.$363,269 $352,689 $325,067 $302,526 $265,075 

Wholesale. 82,866 71,880 47,318 38,797 39,573 


Income before interest 
and income taxes 


Retail.$ (1,064) $ 7,866 $ 8,101 $ 10,946 $ 7,077 

Wholesale. 7,330 6,592 4,889 4,007 3,690 


Common Stock Market Price and Dividend Information 

Sale Price of Common Shares" 


1973 

1974 

Dividends Per Share 

High Low 

High Low 

1973 1974 


Quarter 

First 

14-5/8 

9 

8-3/4 

5-3/4 

$.13 

$.13 

Second 

9-3/4 

7-1/4 

8-5/8 

5-1/8 

.13 

.13 

Third 

9-5/8 

7-1/4 

5-5/8 

3-3/4 

.13 

•• 

Fourth 

9-3/8 

5-1/8 

3-1/8 

1-1/4 

.13 

— 


^Source: National Quotation Bureau 

* *A 6% Common Share Dividend was distributed September 15,1974. 
The Company also has outstanding $2.25 Convertible Preferred Shares. 
These shares are unlisted and have not traded. 
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Consolidated Statement of Results of Operations 

FISCAL YEARS ENDED DECEMBER 28.1974 AND DECEMBER 29.1973 
(IN THOUSANDS OF DOLLARS) 

1974 1973 


CONTINUING OPERATIONS: 

Net sales. . $446,135 $424,569 


Costs and expenses: 

Cost of merchandise sold. 327,979 308,210 

Selling, general and administrative. 111,890 101,901 



439,869 

410,111 

Operating income before interest 
expense. 

6,266 


14,458 

Interest expense. 

7,341 


4,023 

Operating income (loss). 

(1,075) 


10,435 

Other charges (Note 3): 

Provision for estimated future costs 
of closed stores. 

5,702 


-0- 

Provision for write-off of assets related to idle 

facilities and other costs. 

3,861 


-0- 


9,563 


-0- 

Income (loss) of continuing 
operations before income taxes. 

(10,638) 


10,435 

Provision (credit) for income taxes 
(Note 5). 

U.100) 


4,388 

Income (loss) of continuing operations. 

(9,538) 


6,047 

DISCONTINUED OPERATIONS (Note 2): 

Operating income (loss) net of taxes 
in 1973 of $943. 

(4,071) 


908 

Provisions for losses on dispositions. 

(8,455) 


-0- 

NET INCOME (LOSS) 

(12,526) 

$(22,064) 

$ 

908 

6,955 

PER COMMON SHARE DATA (Note 7): 

Primary— 

Income (loss) of continuing operations. 

$ (2.06) 

$ 

1.28 

Discontinued operations. 

(2.69) 


.19 

Net Income (loss). 

$ (4.75) 

$ 

1.47 

Fully diluted. 

$ (4.75) 

$ 

1.43 


The accompanying notes are an integral part of this statement. 
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Consolidated Balance Sheet 

DECEMBER 28. 1974 AND DECEMBER 29.1973 
(IN THOUSANDS OF DOLLARS) 


ASSETS 1974 


CURRENT ASSETS 

Cash. $ 8,797 

Accounts receivable, less allowances for 
doubtful accounts of $450 in 1974 

and $198 in 1973. 20,302 

Recoverable Federal income taxes. 2,722 

Inventories. 92,560 

Prepaid expenses . 4,040 

TOTAL CURRENT ASSETS 128,421 


PROPERTY AND EQUIPMENT at cost (Notes 1 and 4) 

Land. 8,926 

Buildings. 21,831 

Furniture, fixtures and equipment. 56,426 

Leasehold improvements. 15,763 

102,946 

Less accumulated depreciation. 42,713 

60,233 


COST OF BUSINESSES IN EXCESS OF 


NET ASSETS ACQUIRED (Note 1) . 14,252 

OTHER ASSETS. 3,824 


$206,730 


1973 


$ 7,699 

21,332 

1,114 

115,574 

3,282 

149,001 


9,140 

22,016 

55,592 

14,489 

101,237 

38,348 

62,889 

15,962 

1,554 


$229,406 




































LIABILITIES AND SHAREHOLDERS’ EQUITY 1974 


CURRENT LIABILITIES 
Current maturities of long-term 

debt (Note 4). $ 8,661 

Short-term notes payable. 3,825 

Accounts payable. 45,697 

Accrued expenses. 7,207 

Accrued store closing and vacancy 

costs (Note 3). 3,272 

Reserve for losses on dispositions (Note 2). 6,302 

TOTAL CURRENT LIABILITIES 74,964 


1973 


$ 3,422 
13,277 
58,833 
6,515 

- 0 - 

- 0 - 

82,047 


LONG-TERM DEBT, 

net of current maturities (Note 4). 33,246 • 33,813 

CAPITALIZED LEASE OBLIGATIONS. 5,919 4,041 

RESERVE FOR STORE VACANCY COSTS (Note 3). 5,559 -0- 

DEFERRED INCOME TAXES. 2,077 1,421 

RETIREMENT BENEFITS. 1,158 928 

5Vi% CONVERTIBLE SUBORDINATED DEBENTURES (Note 6) 19,950 19,950 


SHAREHOLDERS’ EQUITY (Notes 4,6,9 and 16) 
Preferred shares, 

without par value. 

Common shares, $1 par value. 

Capital in excess of par value. 

Retained earnings. 

Less cost of common shares in treasury. 


151 

151 

4,650 

4,574 

27,737 

29,115 

31,319 

55,776 

63,857 

89,616 

-0- 

2,410 

63,857 

87,206 

$206,730 

$229,406 


The accompanying notes are an integral part of this statement. 









































Consolidated Statement of Shareholders’ Equity 

FISCAL YEARS ENDED DECEMBER 28,1974 AND DECEMBER 29, 1973 
(IN THOUSANDS OF DOLLARS) 


CAPITAL IN 



PREFERRED 

SHARES 

COMMON 

SHARES 

EXCESS OF 

PAR VALUE 

RETAINED 

EARNINGS 

TREASURY 

SHARES 

TOTAL 

BALANCE AT 

DECEMBER 30,1972. 

$151 

$4,574 

$29,115 

$51,158 

$(1,092) 

$83,906 

Net income. 




6,955 


6,955 

Dividends: 







Preferred — $2.25 a share. 




(69) 


(69) 

Common — $.515 a share. 




(2,268) 


(2,268) 

Purchase of 118,700 







Common Shares. 





(1,318) 

(1,318) 

BALANCE AT 







DECEMBER 29, 1973 

151 

4,574 

29,115 

55,776 

(2,410) 

87,206 

Net loss. 




(22,064) 


(22,064) 

Purchase of 11,880 Common 
Shares. 





(64) 

(64) 

Dividends: 







Preferred — $2.25 a share. 




(69) 


(69) 

Common — $.26 a share. 




(1,144) 


(1,144) 

Common —6% Stock. 


76 

(1,370) 

(1,180) 

2,474 

-0- 

Cash in lieu of 

fractional shares. 



(8) 



(8) 

BALANCE AT 
DECEMBER 28, 1974 

$151 

$4,650 

$27,737 

$31,319 

$ -0- 

$63,857 


The accompanying notes are an integral part of this statement. 




















































Statement of Changes in 
Consolidated Financial Position 

FISCAL YEARS ENDED DECEMBER 28, 1974 AND DECEMBER 29. 1973 
(IN THOUSANDS OF DOLLARS) 



1974 

1973 

SOURCE OF FUNDS 

Net income (loss). 

Add expenses not requiring an outlay of working capital 

$(22,064) 

$ 6,955 

Depreciation. 

7,735 

6,687 

Provisions for store closings and idle facilities. 

9,563 

-0- 

Provisions for losses on dispositions. 

8,455 

-0- 

Other. 

595 

496 

Working capital provided from operations. 

4,284 

14,138 

Increase in long-term borrowings. 

9,972 

4,189 

Net proceeds from sales of businesses. 

569 

953 

Other, net. 

34 

(1,486) 


14,859 

17,794 


APPLICATION OF FUNDS 


Reduction of long-term debt. 

8,661 

3,483 

Net additions to property and equipment. 

6,166 

13,912 

Current portion of reserves for store closings 
and losses on dispositions. 

9,574 

-0- 

Investment in leased department joint venture. 

2,308 

-0- 

Dividends paid. 

1,213 

2,337 

Purchase of common shares. 

64 

1,318 

Net current assets of businesses sold. 

370 

910 

Purchase of companies (less working capital of 
such companies). 

- 0 - 

725 


28,356 

22,685 

DECREASE IN WORKING CAPITAL. 

$(13,497) 

$(4,891) 


INCREASE (DECREASE) IN WORKING CAPITAL 

Cash. 

Accounts receivable, net of allowances 

for doubtful accounts. 

Recoverable Federal income taxes. 

Inventories. 

Prepaid expenses. 

Current maturities of long-term debt. 

Short-term notes payable. 

Accounts payable. 

Accrued expenses. 

Accrued store closings and vacancy costs. 

Reserve for losses on dispositions. 

DECREASE IN WORKING CAPITAL. 


1,098 

MO,468) 

(1,030) 

6,671 

1,608 

(1,361) 

(23,014) 

23,081 

758 

253 

(5,239) 

(1,097) 

9,452 

(9,866) 

13,136 

(12,457) 

(692) 

353 

(3,272) 

-0- 

(6,302) 

-0- 

$(13,497) 

$(4,891) 


The accompanying notes are an integral part of this statement. 































































Notes to Consolidated Financial Statements 

FISCAL YEARS ENDED DECEMBER 28, 1974 AND DECEMBER 29. 1973 


1. SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES: 

The accompanying consolidated financial statements 
include the accounts of the Company and all of its wholly- 
owned subsidiaries. All significant intercompany trans¬ 
actions and accounts have been eliminated. The Company’s 
investments in its minority-owned subsidiaries are reported 
on the equity method. 

Inventories in the discount department stores are valued 
at the lower of cost or market as determined by the retail 
method of accounting. Remaining inventories are valued 
at the lower of cost (principally first-in, first-out) or market. 

For financial statement purposes, the Company pro¬ 
vides for depreciation of property and equipment using 
the straight-line method at annual rates sufficient to amor¬ 
tize the cost of the assets during their estimated useful 
lives. Buildings are depreciated over ten to fifty years and 
furniture, fixtures and equipment are depreciated over two 
to ten years. Leasehold improvements are amortized over 
the applicable lease terms or the useful life of the tangible 
assets, if shorter. Preopening costs incurred in connection 
with opening new stores are expensed as incurred. 

The Company amortizes that portion of costs of busi¬ 
nesses in excess of net assets acquired (goodwill) incurred 
subsequent to October 31, 1970, over a forty year period. 
Goodwill incurred prior to that time is not being amortized 
and includes approximately $12,000,000 related to dis¬ 
count department stores acquired in 1968. These stores 
are included in the retail division which incurred an oper¬ 
ating loss in 1974; however, the division historically has 
been profitable and management therefore believes that 
no diminution in value of this goodwill has occurred. 

Certain reclassifications of amounts reported in 1973 
have been made to conform to 1974 presentations. 


2. DISCONTINUED OPERATIONS: 

In 1974 and early 1975, the Company sold four busi¬ 
nesses and determined to sell or discontinue the operations 
of four others (See Note 12). One business was sold in 
1973. Net sales of these businesses, which are excluded 
from results of continuing operations, amounted to 
$181,082,000 in 1974 and $182,662,000 in 1973. These 
operations incurred combined net losses in 1974 of 
$4,071,000, compared to net income in 1973 of $908,000 
after provision for income taxes in 1973 of $943,000. 
Income tax benefits are not provided on the 1974 losses 
and will be recognized in future periods to the extent that 
such losses are utilized for tax purposes. 

Provisions for losses incurred or contemplated in the 
disposition of these businesses aggregate $8,455,000 of 
which $1,732,000 represents the write-off of unamortized 
goodwill related thereto and $322,000 represents a pro¬ 
vision for operating losses of the discount supermarkets to 
January 25, 1975, the date of disposition. The related 
reserves are classified in the accompanying consolidated 
balance sheet according to the anticipated timing of such 
costs. After providing the above reserves, the net assets, 
including intercompany accounts, of businesses in the 
process of disposition at December 28, 1974, approxi¬ 
mated $9,000,000. 

3. STORE CLOSINGS AND IDLE FACILITIES: 

During 1974 and 1973, the Company closed ten dis¬ 
count department stores and in early 1975, determined to 
close an additional fourteen stores by mid 1975. At the 
time such closings are completed, the Company will have 
the following lease obligations relating to twenty-four idle 
facilities, not currently subleased: 

1975- $1,900,000 1979- $1,400,000 

1976- 1,600,000 1980 1984 - 6,800,000 

1977- 1.400,000 1985 1989- 5,500,000 

1978- 1,400,000 1990-1996 - 3,000,000 

Rent expense of these locations aggregated $2,400,000 
in 1974. In addition, the Company is obligated for taxes, 
insurance, maintenance, and certain other costs which, 
based on 1974 expenditures, will approximate $4,000,000 
to the end of lease terms. 

The Company has provided $5,702,000 against these 
obligations and to cover the costs of closing the fourteen 
stores in 1975. Operating results of these locations prior 
to the start of closing sales will be included in the Com¬ 
pany’s 1975 results of operations. 

The operating loss from continuing operations of 
$1,075,000 for 1974 in the consolidated statement of 
results of operations includes approximately $3,500,000 
of operating losses of stores closed in 1974 or to be closed. 

In addition, the Company provided $3,861,000 in 1974, 
to cover the redeployment of idle store fixtures and to 
account for certain other non-operating charges. 

The reserves related to the $9,563,000 of provisions are 
classified in the accompanying consolidated balance sheet 
according to the anticipated timing of such costs. In the 
opinion of management, these reserves are adequate to 
cover the cost of closing and maintaining vacant facilities 
throughout the lease commitment periods. 


18 











4. FUNDED DEBT (Also see Note 13): 

Long-term debt at December 28, 1974, and December 
29,1973, is composed of the following: 

THOUSANDS OF DOLLARS 
1974 1973 

Term notes payable to banks, interest at 
1 -1/4% over prime (1/4% over prime 

in 1973).$33,000 $25,000 

5-3/4% note payable to an insurance 
company due in semi-annual install¬ 
ments of $300,000 to April, 1976, 

with balance due October, 1976. . . . 2,300 2,900 

Mortgage notes payable, secured by land 
and buildings, at average interest rate 
of 6%, with installments of $711,000 
and $667,000 payable in 1975 and 


1974, respectively. 

5.847 

6,468 

Other notes payable at interest rates 
ranging from 4% to 6%, payable 
$304,000 annually through 1976 and 
$107,000 in 1977. 

715 

2,867 


41,862 

37,235 

Less: Current maturities. 

8,616 

3,422 

$33246 

$33,813 


On March 7,1975, the Company entered into a short¬ 
term credit arrangement with several participating banks 
for the purpose of obtaining up to $16,000,000 of short¬ 
term working capital to meet seasonal financing needs. 
The agreement provides for interest at 125% of bank prime 
rates and requires repayment by December 31, 1975. 
Coincident with this agreement, the Company converted 
its $33,000,000 revolving credit arrangement into a secured 
term loan, payable in fifteen quarterly installments of 
$1,650,000, beginning April, 1977, with a final payment 
of $8,250,000 due in January, 1981. 

The Company has secured both note agreements, to¬ 
gether with the note payable to an insurance company, by 
pledging the stock of certain subsidiaries, by issuing second 
mortgages on substantially all real property and by assign¬ 
ing sublease rentals receivable from the purchaser of a 
former operating division. 

The related credit agreements, as amended in March, 
1975, provide for prepayments on the term notes as of 
December 31,1975, in an amount equal to the greater of 
75% of the net proceeds from the sales of businesses or 
$7,000,000. Further, a prepayment is due in 1977 in an 
amount equal to 30% of consolidated net income in ex¬ 
cess of $5,000,000 for the year ended December 26,1976. 
Such prepayments will apply to the final loan payment 
due in January, 1981. 


Terms of the credit agreements also provide that no 
capital distributions shall be paid to common shareholders 
during 1975, and restrict capital distributions in future 
years until cumulative consolidated net income subse¬ 
quent to December 31, 1974, exceeds $12,728,000. 
Furthermore, tangible consolidated net worth, as defined, 
must exceed $41,000,000 through July 11, 1975, 
$42,000,000 through October 3, 1975, $42,400,000 
through December 26, 1975, and $49,000,000 on 
December 27, 1975, and thereafter until term loans are 
repaid. At December 28, 1974, tangible consolidated net 
worth, as so defined, was $49,600,000. The agreements 
also restrict capital expenditures and lease rental pay¬ 
ments and require maintenance of minimum working 
capital levels. 

Short-term borrowings averaged $23,042,000 in 1974 
and $20,578,000 in 1973, at weighted average interest 
rates of 10.8% and 8.4%, respectively. Maximum borrow¬ 
ings at any period end were $29,563,000 in 1974 and 
$29,872,000 in 1973. Short-term notes outstanding at 
December 28,1974 and December 29,1973, bear average 
interest rates at 11.6% and 9.7%, respectively. In connec¬ 
tion with the $33,000,000 term loan agreement dated 
January 7,1974, the Company informally agreed to main¬ 
tain compensating balances with participating banks, based 
upon bank ledger amounts, as adjusted, equal to 15% of 
outstanding borrowings. During 1974, the Company main¬ 
tained approximately $2,700,000 of average book cash 
balances, in addition to operating cash balances, with its 
banks to meet these requirements. These balances were 
not restricted as to withdrawal. 

Capitalized lease obligations from sale/leaseback trans¬ 
actions are payable $571,000 annually (including $45,000 
for principal in 1975) to 2003 and $48,000 in 2004 in¬ 
cluding interest at 8-3/4% to 9%. 

Total long-term debt, including capitalized lease obliga¬ 
tions, matures as follows: $8,661,000 in 1975 (including 
$7,000,000 prepayment required on the term loan); 
$2,791,000 in 1976; $5,870,000 in 1977; $7,460,000 in 
1978; $7,511,000 in 1979; and $15,533,000 thereafter. 
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Notes (continued) 


5. FEDERAL INCOME TAXES: 

In 1974, the Company filed a consolidated 1973 Federal 
income tax return and amended its 1972 return to revoke 
the multiple surtax election previously utilized. The effect 
of such determinations was to realize certain net operating 
losses previously recorded with a nominal effect on the 
provision for taxes in 1974. 

In 1974, the Company provided tax benefit on operating 
losses to the extent that such losses can be carried back to 
offset income previously taxed or to the extent that such 
losses can be offset against deferred tax liabilities of the 
loss carry-forward periods. The investment tax credit is 
recorded as a reduction of the provision for income taxes 
in the year in which the related property is acquired, to 
the extent that such credit offsets taxes otherwise payable. 

For financial statement purposes, the Company has not 
recorded as of December 28,1974 the tax benefits related 
to $16,208,000 of net operating losses. Such benefits will 
be recognized to the extent that such losses can be offset 
against taxable income in the loss carry-forward periods. 

For Federal income tax purposes, the Company has 
available net operating loss carry-forwards aggregating 
$5,346,000 and investment tax credit carry-forwards 
a 99 re 9 a ti n 9 $981,000 which, if not used, will expire as 
follows: 

THOUSANDS OF DOLLARS 



NET 

OPERATING 

LOSS 

INVESTMENT 
TAX CREDIT 

1975 

$2,516 

$ - 

1976 

1,135 

— 

1977 

_ 

80 

1978 

_ 

136 

1979 

1,695 

232 

1980 

_ 

271 

1981 

— 

262 


$5,346 

$981 


In addition, the Company has provided for additional 
losses for financial statement purposes of approximately 
$16,962,000 which, for Federal income tax purposes, will 
not become tax deductible until 1975 and subsequent years. 
The components of income taxes are as follows: 

THOUSANDS OF DOLLARS 
PROVISION (CREDIT) 
1974 1973 

Federal income taxes: 

Currently payable (refundable). . . .$(2,005) $1,871 

Deferred taxes payable beyond carry¬ 
forward period. 705 2,765 

$(1,300) $4,636 

Other income taxes. 200 695 

$(1,100) $5,331 


Included in the 1973 provision above are $294,000 of 
taxes currently refundable and $61,000 of deferred taxes 
related to discontinued operations. 

The reconciliation of Federal tax expense to taxes at 
statutory rates is as follows: 

THOUSANDS OF DOLLARS 


1974 

1973 

Income from continuing and discontin 

ued operations before Federal taxes . . . $(23,364) 

$11,591 

Tax provision (credit) at statutory rates. (10,222) 

Less: 

5,563 

Tax benefit not recorded on 
$16,208,000 of operating losses . . (7,779) 

Investment tax credit. — 

Reversal of previously recorded in¬ 

450 

vestment tax credit due to carry¬ 
back of operating losses. (493) 

_ 

Other. (650) 

477 

$( 1,300) 

$ 4,636 


Deferred taxes in the accompanying consolidated bal¬ 
ance sheet result from using accelerated depreciation 
methods for tax purposes to the extent that such liabilities 
extend beyond loss carry-forward periods. 
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6. CAPITAL SHARES AND DEBENTURES: 

Authorized capital shares consist of 1,000,000 no par 
serial preferred shares, 1,800,000 shares of $1.70 no par 
convertible preferred shares (none issued) and 20,000,000 
Common Shares, $1.00 par value. 

The serial preferred shares, entitled to one-fifth vote, 
have certain preferences as to cumulative dividends and 
liquidating distributions. Designated as $2.25 Convertible 
Preferred Shares, Series A, are 45,000 shares, of which 
30,863 were outstanding at December 28, 1974 and 
December 29, 1973. Each of these shares may be con¬ 
verted, subject to certain adjustments, into two Common 
Shares and is entitled to $45.00 a share upon redemption 
or in liquidation (aggregate amount $1,388,835). 

There are 4,649,674 and 4,400,069 Common Shares 
outstanding at December 28, 1974 and December 29, 
1973, respectively, after deducting 174,000 shares held in 
treasury in 1973. In connection with the stock dividend 
distributed September 15, 1974, 261,485 shares were 
issued of which 185,880 were treasury shares. 

The 5-1/2% Convertible Subordinated Debentures 
amounting to $1,250,000 and $18,700,000 mature prin¬ 
cipally in 1984 and 1993, respectively, and are convertible 
into Common Shares at $47.50 and $38.33 per share. At 
December 28, 1974, 867,618 Common Shares were re¬ 
served for conversion of serial preferred shares, debentures 
and the exercise of stock options and warrants. 


7. INCOME (LOSS) PER COMMON SHARE: 

Per common share data is based upon the weighted 
average number of common shares outstanding, 
4,658,160 in 1974 and 4,684,553 in 1973 adjusted for 
the 6% stock dividend distributed September 15, 1974, 
and after deducting or adding preferred dividends, as 
applicable. The effects of stock options and warrants on 
the calculation would be anti dilutive. 

Fully-diluted per share data has been computed using 
the average common shares outstanding adjusted for the 
assumed conversion of debentures and preferred shares. 
The effects of such assumed conversions in 1974 would 
be anti dilutive. 

8. RETIREMENT PLANS: 

The Company has certain funded and non-funded re¬ 
tirement plans which cover substantially all employees not 
covered by union benefits. Total expense was $590,000 
for 1974 and $486,000 for 1973 including amortization 
of prior service costs over a 30-year period. As of the latest 
valuation date, the unfunded portion of prior service costs 
is estimated at $2,852,000 and the excess of vested bene¬ 
fits over pension fund assets and accruals is estimated at 
$359,000. 

The Pension Reform Act of 1974 requires the Company 
to amend its various retirement plans to conform with 
certain provisions of the Act, which will become effective 
in 1976. The Company believes that the effect on annual 
retirement costs for 1976 and subsequent years resulting 
from this amendment will not be significant. 

9. STOCK OPTIONS AND WARRANTS: 

Under the Company’s stock option plan, options may 
be granted to key employees to purchase Common Shares 
at not less than the market price of the shares at the date 
of grant. At December 28, 1974, options to purchase 
70,384 shares, at prices ranging from $5.42 to $o9.63 per 
share (as adjusted) were outstanding, of which 14,947 
were exercisable at that time with the remainder becoming 
exercisable at various dates to 1979. During 1974, options 
to purchase 5,300 shares were granted and options for 
70,055 shares were cancelled. 

Warrants to purchase 68,356 Common Shares at 
$42.26 per share are outstanding at December 28, 1974, 
and expire in 1979. 
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Notes (continued) 


10. LEASES: 

The Company leases a substantial portion of its facilities 
including retail stores, warehouses and office space. Leases 
have terms extending substantially from ten to twenty-five 
years with options to renew in many cases. 

Total annual rent expense from continuing operations, 
including those lease costs described in Note 3, is as follows: 

THOUSANDS OF DOLLARS 



1974 

1973 

Financing Leases. 

.$14,450 

$13,576 

Other Leases. 

. 2,184 

2,647 

Less: Sublease rentals. 

. (2,664) 

(2,563) 


$13,970 

$13,660 


At December 28, 1974, minimum rental commitments 
under all non-cancellable leases, excluding those lease 
commitments of stores being closed (Note 3), are as follows: 

THOUSANDS OF DOLLARS 




FINANCING 

OTHER 

SUBLEASE 


TOTAL 

LEASES 

LEASES 

RENTALS 

1975 

$ 9,300 

$12,100 

$1,200 

$ 4,000 

1976 

8,800 

11,800 

800 

3,800 

1977 

8,700 

11,600 

700 

3,600 

1978 

8,400 

11,300 

500 

3,400 

1979 

8,200 

11,100 

300 

3,200 

1980-1984 

39,200 

51,900 

900 

13,600 

1985-1989 

34,100 

43,000 

_ 

8,900 

1990-1994 

32,100 

36,200 

— 

4,100 

Thereafter 

11,000 

11,100 

— 

100 


The estimated present values of the net fixed minimum 
rental commitments for all (including those in Note 3) 
non-cancellable financing leases were $90,600,000 at 
December 28, 1974, and $93,700,000 at December 29, 
1973, after deducting the present value of sublease rentals 
of $26,600,000and $ 19,800,000, respectively. The present 
values are computed after reducing total rental commit¬ 
ments by lessors’ estimated taxes and insurance payments. 
Interest rates used to compute present values range from 
3% to 11.75% with a weighted average of 6.9%. 

The effect on net income (loss) of treating financing 
leases as capitalized lease obligations with related interest 
expense of $8,400,000 and $8,000,000 in 1974 and 1973, 
and amortizing such lease rights on a straight-line basis 
($7,400,000 in 1974 and $7,200,000 in 1973) over lease 
terms would be to increase net loss in 1974 by $1,200,000 
and reduce net income in 1973 by $1,300,000. Net income 
(loss) would not be materially affected, however, if such 
facilities had been purchased rather than leased and de¬ 
preciated over their estimated useful lives as opposed to 
amortized over applicable lease terms. 


11. ACQUISITIONS: 

During 1973, the Company purchased four businesses 
for $1,377,400. Operations of th ese purchased businesses 
are included in the statement of consolidated results of 
operations (as discontinued operations in the case of Ben 
Kozloff, Inc. — Notes 2 and 12), from the effective dates of 
acquisition. The results of operations of these acquired 
businesses prior to the effective dates of acquisition were 
not material to 1973 operations. 

12. EVENT SUBSEQUENT TO THE DATE OF 
AUDITORS’ REPORT: 

On March 10, 1975, the Company consummated the 
sale of the common stock of Ben Kozloff, Inc., for the ap¬ 
proximate book value of $500,000, after reserves for dis¬ 
position of approximately $1,000,000. 

13. EVENT SUBSEQUENT TO DATE OF 
AUDITORS’ REPORT. 

The Company is engaged in retail and wholesale en¬ 
terprises with investments in inventory and receivables 
which require financing through normal trade credit and 
short-term borrowings. 

Subseauent to December 28,1974, the Company ob¬ 
tained a $16 million short-term bank credit, described in 
Note 4, for use in 1975 and also disposed of certain sub¬ 
sidiaries and divisions as described in Notes 2 and 12, 
thus improving its cash position and liquidity. The 
economic climate in the retail industry, however, as well 
as the losses reported by the Company for fiscal 1974, 
have caused certain suppliers (primarily in the apparel 
industry) to reduce credit lines to the Company. 

The Company is negotiating with such suppliers and 
with its banks for the purpose of making satisfac¬ 
tory trade credit available. Although there can be 
no assurance as to the outcome of such negotiations, 
management has reasonable expectation that the Com¬ 
pany will obtain sufficient trade credit to insure that mer¬ 
chandise will be available for normal operations. 
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Accountants’ Reports 


To the Shareholders and Board of Directors 

of Cook United, Inc.: 

We have examined the consolidated balance sheet of COOK UNITED, INC., (an Ohio 
Corporation) and SUBSIDIARIES as of December 28,1974, and the related consolidated 
statements of results of operations, shareholders’ equity and changes in financial position for the 
fiscal year then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. The financial 
statements for 1973 were not examined by us; they were examined and reported on by other 
public accountants. 

As discussed more fully in Note 13 of Notes to Consolidated Financial Statements, the 
Company is negotiating with certain suppliers who have recently reduced credit lines to the 
Company. Failure to restore such credit lines could impair the Company’s ability to realize its 
investment in property and equipment and cost of businesses in excess of net assets acquired 
through successful future operations. 

In our opinion, subject to the effects of the matter referred to in the preceding paragraph, the 
accompanying consolidated financial statements present fairly the financial position of Cook 
United, Inc., and subsidiaries as of December 28,1974, and the results of their operations and 
changes in financial position for the fiscal year then ended, in conformity with generally 
accepted accounting principles applied on a basis consistent with that of the preceding year. 


Cleveland, Ohio, 
March 7,1975, 



i »aiu i / , \j y 

(Except as to Notes 12 and 13 to 


which the date is March 28,1975.) 


Shareholders 
Cook United, Inc. 
Cleveland, Ohio 


We have examined the consolidated balance sheet of Cook United, Inc. and subsidiaries as of 
December 29,1973 and the related consolidated statements of results of operations, 
shareholders’ equity and changes in financial position for the fiscal year then ended. Our 
examination was made in accordance with generally accepted auditinq standards and, 
accordingly, included such tests of the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 

In our opinion, the financial statements referred to above present fairly the consolidated 
financial position of Cook United, Inc. and subsidiaries at December 29,1973 and the 
consolidated results of their operations and changes in their financial position for the fiscal year 
then ended, in conformity with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


Cleveland, Ohio 
February 14,1974 
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